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TOO MUCH COST - NOT ENOUGH INCOME 


HIS bulletin covers the appraisal of a small income property (which was made 

recently for a mortgagee) in order to establish a value on which to base a loan, 

The property appraised is typical of many such properties today where there 
exists too much cost and not enough income, It is thought that our analysis and tech- 
nique in appraising this property may be of interest. 


Work sheets I to IV given on pages 320 and 321 are used by our company in the 
appraisal of all types of properties, It is noticed that work sheet I gives all locational 
influences and the value of the land; work sheet II gives brief specifications and the 
reproduction cost of the improvements; work sheet III gives the appraisal of the prop- 
erty from reproduction cost less the loss in value accrued during the expended life of 
the property; and work sheet IV gives the appraisal of the property from the future net 
& income that can reasonably be expected during the remaining economic life of the 

property. 


The property under consideration has a small corner site 45 feet x 125 feet with a 
value estimated by comparison of $1,575. The property has splendid accessibility and 
is conveniently located to schools, churches, stores, etc. Work sheet I gives the 
relative location, accessibility, conveniences, environment and trends. In 1920 a two- 
story and basement brick building was constructed, containing four dwelling units with 
an apartment entrance, each containing living room, two bedrooms, kitchenette, 
dinette and bath. Specifications in brief are given on work sheet IJ, The cubic content 
of the main building is 56,500 cubic feet; using an estimated unit cost of 43.5¢ per 
cubic foot, or $6.24 per square foot, gives a reproduction cost for the main building 
of $24,600 and for all the improvements, $27,140. 


It will be noticed that the maximum value of the property as shown on work sheet 
Il is ($1,575 + $27,140) $28,715. From our examination of the property it was found 
to be in splendid condition. There were no marring cracks or structural faults; in 
fact, contrary to our experience with many multi-dwelling properties, the property, 
both exterior and interior, was found to be well maintained. From our examination it 
was estimated that the accrued depreciation was about 35 per cent, which if applied to 
the property should give a present value of 4 1,575 + ($27,140 - 35%)_/$19,215. Such 
a value would represent an appraisal of brick and mortar and not the value resulting 
from the use of the property. It appears to be too much cost. 


On work sheet IV are given the rentals of the property and its appraisal from in- 

come. The two second-floor flats now rent for $27.50 per month, One first-floor 
(cont, on page 322) 
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(cont, from page 319) 
flat rents for $25.00, the other first-floor flat after an adjustment by OPA rents 
for $30.00 per month. The three garages rent for $2.50 per month each. These 
rentals give a present total gross income of $1,410. Assuming for the moment that 
such a gross income represented the future level, the value of the property from in- 
come, using a vacancy allowance of 10 per cent, a remaining economic life of 30 
years and capitalization rates of 6 per cent on the land and 7 per cent on the improve- 
ments, would be $6,875. Certainly such a value would be too low a measure of its 
utility. It is evident that there is not enough income, 


In appraising the property from its expected income, we have assumed that the 
present rents are 70 per cent of the future level (approximately 4 units at $40 per 
month and 3 garages at $3.50 per month), and that such increase in rents would be 
effective within one year. Using an average future occupancy of 90 per cent and the 
same capitalization rates as above, the value of the property as an investment is ap- 
praised at $13,300. It will be noticed that there is a loss in value for the period of 
one year before rents increased to future level. Details of the appraisal from income 
are shown on work sheet IV. 


It will be noticed that when the value from income is applied in work sheet III the 
total loss in value of 57 per cent is determined, This total loss is broken down into 
accrued depreciation, 35.6 per cent; excessive construction cost, 20 per cent; and the 
loss of 1.4 per cent which represents that loss before present rents reach the future 
level (1 year). The property appraised is basically an investment property and in 
normal times its ownership is desired secondarily for a home in one of the units, but 
primarily for the income the property can produce, It is believed that the final con- 
clusion of value reached by this appraisal harmonized all of the unbalanced factors 
present. 


After the appraisal was completed, we found out from our client that the pur- 
chaser paid $20,000 for the property and has made an application for a $13,000 first 
deed of trust loan. It is our practice not to seek such information before making an 
appraisal for loan purposes, for fear our judgment may be influenced, It will be no- 
ticed that our estimated market value was $16,000, which, in our opinion, included a 
scarcity premium of 20 per cent above the appraised value of $13,300. 


It is quite apparent that the purchaser gave little thought to the income possibili- 


ties of the property and was influenced more by its size and cost to replace it. It may 
be of passing interest that the deed of trust finally agreed upon was $10,000. 


A. B. KISSACK, M. A, I. 
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